Department of the Treasury
Washingion, DC 20224

Contact Person: s
. I.D. No. Y
Teigphone Number: (WIRNEININNEINNED ”

In Reference 10: OP:E:EQ:T:1:LMB

Employer Identification Number:
- Key District:

i'=ar Applicant:

We have considered your application for recognition of
exemption from federal income tax under section 501(a) of the
Internal Revenue Code as an organization described in section
501(c) (3). Based on the information submitted, we have concluded
that you do not qQualify for exemption under that section. The
wusis for our conclusion is set forth below. ’

PACTS
You were incorporated on WINNENGGGNGNNNY as 2 nonprofit
membership corporation under the laws of the o
Your members consist of ¢JJP unrelated organizations.
of these organizations are exempt under section 501(c) (3) of

the Code' and are state or county government agencies.?
Your member organizations elect your board of directors.

on SN, your board of directors adopted a
substantial conflicts of intexest policy. ‘

You operate as a consortium of these @ charitable and
governmental organizations. Your goal is to improve the health
mtatus of medically underserved residents of H
¥ou further this 'objective by providing coordination, management
and administrative services for and on behalf of your
mamber organizations. You coordinate the delivery of health care
vervices by your members to poor and needy members of the
commnity. Throygh this coordination, you expect that your




members can save money, avoid duplication of health care
#zrvices, focus track the delivery of health care services to
families in your ity and, over time, reduce the overall
cost of health carm in your community.

You do not employ or contract with health care providers to
provide health carle services directly to patients, or arrange for
the provision of health care services to patients by employed or
. contracted health [care providers. You have no agreements between
your organization land your eight member organizations that
describe your relqtionship with your members.

i
Your principﬂl activities consist of the following:

1. Coordinﬂting, implementing and monitoring the "Healthy
: Start" project pursuant to a contract awarded by the
U.S. Public Health Service to one of your members,
, (W) . This program is
direct toward low income individuals with the

objective of reducing infant mortality in four targeted
zip code areas in b

To be eligible for participation in thia program, the
U.s. 1ic Health Service requirements include that
the applicant must be a public or nonprofit private
organizqtion that applies as or on behalf of an
existing community-based consortium and must be in
partnership with a current consortium, which may be a
community-based organization. The U.S. Public Health

Service|does not require that the applicant itself must

be tax-exempt under section 501(c) (3) of the Code.

2. Administering the "Healthy Futures* project, pursuant
to grants awarded to y the *

i for the purpose of

the incidence of child abuse and neglect in

Providi integrated health care systems pursuant to a
grant ti @D fron the NN

One of your bctivities includes the developwent of a
nutworked, management information system that permits your
wwambers and other! rax-exempt organizations and governmental
agencies to make freferrals and to coordinate the provision of
social and clinicpl health services to those in need.




Alon

Section 501(q) (3) of the Code provides for the exemption
from federa) inc tax of organizations organized and operated
exclusively for charitable, gcientific or educational purposes,
provided no part of the orxganization’s net earnings inures to the
benefit of any private ghareholder or individual. :

Section 1.501(c) (3)-1(a) (1) of the Income Tax Regulations
L% treyvides that in r for an organization to be exempt as one
% 1oribed in sect 501 (¢) (3) of the Code, it must be both
janized and operated exclusively for one or wmore exempt
: 7poses. Under section 1.501(c) (3)-1(d) (1) (i) (b) of the
“~ulations, an exempt purpose includes a charitable purpose.
: .

Section 1.50ﬂ(c)(3)-1(d)(2) of the regulations provides that
the term "charitahle* is used in Code section 501(c) (3) in its
~ gengrally accepted legal sense. The promotion of health has long
bren recognized aa a charitable purpose. Restatement
. Bactions 368, 372 (1959); 4A Scott and
sections 368, 372 (4th ed. 1989);
B. 117.

Fratcher,
Re""' : R\.Il v 69—545' 1969-2 c.
Section 1.soﬂ(c)(3)-1(b)(1) of the regulations provides that
an organization ia organized exclusively for one or more exempt
yurposes only if gga articles of organization (a) limit the

-

puzposes of such drganization to one or more exempt purposes and
"} do not expressly empower the organization to engage,

cii:exwise than as an insubstantial part of its activities, in
activities which in themselves are not in furtherance of one or
more exewpt purpoqes. ‘ ’

Section 1.501(c) (3)-1(c) (1) of the regulations providea that
an organization will be regarded as "operated exclusively" for
one or more exemplt purposes only if it engages primarily in
activities which accomplish one or more of such exempt purposes
specified in section 501(c) (3) of the Code. An organization will
not be so regarded if more than an insubstantial part of its
activities is not [in furtherance of an exempt purpose.

Section 1.50)(c) (3) -1 (@) (1) of the regulations statea that
an organization which is organized and operated for the primary
purpose of carryirng on an unrelated trade or business is not
exempt under sect

giness Bures: 0L Waghlington D, C. v. inil
479, 283 (1945), the Court stated that "t

he




presence. of a single . . . [nonexempt] purpose, if substantial in
nrature, will destpoy the exemption regardless of the number or
ixportance of truly . . . [exempt] purposes.®

i
In Rev. Rul, |69-545, 1969-2 C.B. 117, the Service
established the c ity benefit standard as the test by which
the Service determines whether a hoapital is organized and
- Opsrated for the charitable purpose of promoting health.

Rev. Rul. 75-197, 1975-1 C.B. 156, held that.a nonprofit

wrganization that loperates a free computerized donor
wii shoxization retyieval system to facilitate transplantation of
swxly organs upon d donor’s death qualifies for exemption under
w=ction 501(c) (3) 'of the Code because by facilitating the
riznation of organs which will be used to save lives, it is

%= Iving the health needa of the community and therxefore is
'fprom?ting health 41thin the meaning of the general law of

¢haxrity. i

- Rev. Rul. 77468, 1977-1 C.B. 142, held that a nonprofit

organization formid to provide individual psychological and

" educational evalustions, as well as tutoring and therapy, for
children and adolescents with learning disabilities qualified for

exemption under section 501(c) (3) of the Code because it both

promoted health advanced education. Because its services are

designed to relieve psychological tensions and theraeby improve

v ;helmental health ‘of the children and adolescents, it promoted

ealth. .

. In Rev. Rul. 177-69, 1977-1 C.B. 143, an organization was
formed as a Healtl Systems Agency (HSA) under the National Health
Planning and Resoyrces Development Act of 1974. As an HSA, the
organization’s primary responsibility was the provigion of
effactive health planning for a specified geographic area and the
procmotion of the development within that area of health services,
staffing and facilities that met identified needs, reduced
inefficiencies and implemented the HSA’s health plan. The
revenue ruling concluded that by establishing and maintaining a
system of health planning and resources development aimed at
providing adequatq health care, the HSA was promoting the health
ol che.residcnts-qt the area in which it functioned. Therefore,
tha HSA qualified |for exemption under section 501(c) (3) of the
Cide on. the basislthat it promoted health.

J

Rev. Rul. 814298, 1981-1 C.B. 328, held that a nonprofit
organization that |provides housing, transportation and counseling
to hospital patients’ relatives and friends who travel to the
locality to assing and comfort the patients qualifies for
exayption under section 501 (c) (3) of the Code because it promotes




- h=alth by helping ko relieve the distregs of hospital patients
who benefit from the visitation and comfort provided by their
ralatives and friehds.

Cour nc. v. Comhmisaioner, 34 T.C. 240 (1980) ("Queens County
PSRO"), a¢g., 1980}2 C.B. 2, the Tax Court held that an
organization that reviewed the propriety of hospital treatment
provided to Medica 2 and Medicaid recipients was exempt under
gection 501 (c) (3) pf the Code because it lessened the burdens of
govrarnment and p ted the health of persons eligible forxr
Mudiicare and Medic id

In Rev. Rul. 81 276 1981-2 C.B. 128, the Service held that
a PSRO qualifies for axemption under section 501 (c) (3) of the
Code because it legsens the burdens of government and promotes
the health of the peneficiarxee of the Medicare and Medicaid
programs.

687 (1979), gil_d 625 F, 2d 804 (sch Cir. 1980), held that while
salling prescriptibn pharmaceuticals promotes health, pharmacies
cannot qualify for] recognition of exemption under section

501(c) (3) on that baaxa alone.

.L;xiasL_ALnhﬁ_lnsi_x;_ggmmiﬂaieng;. 950 F.24 365 (7th Cir.
1%91), involved an organization that operated restaurants and
health food storeas with the intention of furthering the religious
work of the Seventh-Day Adventist Church as a health ministry.
However, the Seventh Circuit held that these activities were
primarily carried lon for the purpose-of conductiig-a commercial
business enterprige. Therefore, the organization did not qualify
for recognition of exemption under section 501 (c) (3) of the Code.

Rev. Rul. 701535, 1970-2 C.B., 117, describes an organization
formed to provide imanagement, development and consulting services
for low and moderate income housing projects for a fee. The
revenue ruling held that the organization did not qualify for
exemption under saection 501(c) (4) of the Code.

|

Rev. Rul. 544305, 1954-2 C.B. 127, involves an organization
WO8e primaxy pu sea is the oparation and maintenance of a
purchasing agency |for the benefit of its otherwise unrelated
members who are mpt a8 charitable organizations. The ruling
held that the orggnization did not qualify under section 201(6)
¢f the Code (the predecessor to section 501(c) (3)) because its
activities congisted primarily of the purchase of supplies and
the perfoxmance of other related services. The rul;ng stated




‘ |
that such activitiies in themselves cannot be termed charitable,
but are ordinary business activities. : :

Rev, Rul._ed-sza, 1569-2 C.B. 127, describes an organization
formeq to providel investment 8ervices on a fee basis only to
organizations exelmpt under section 501(c) (3) of the Code. The

control of the pakticipating organizations and had abaclute and
uncontrolled digcretion over investment policies. The ruling
held that the service organization did not qualify under section
501 (c) (3) of the Code and stated that providing investment
survices on a reqular basig for a fee is a trade or business
vrdinarily carried on for profit.

‘Rev. Rul. 72}369, 1972-3 ¢.B. 245, deals with an
<iganization fo d to provide management and consulting services
At cost to unrelated exempt organizations. This revenue Tuling
hald that providi?g managerial and consulting services on a
regular basis for;a fee is a trade or business that is ordinarily
carried on for préfit. The fact that the services in this case
wers provided at cost and solely for exempt organizations was not
sufficient to chatacterize this activity as charitable within the
meaning of aectiop $01(e) (3) of the Code. :

In Rev. Rul.|77—3, 1977-1 C.B. 140, a nonprofit organization
that provides rental housing and related services at cogt to a
ity for its use 4s free temporary housing for families whose
iiwmes have been d Stroyed by fire is not a charitable
Organization exempt under section 501(c) (3) of the Code.

© A

\ « 70 T.C. 382 (1978),
ntered into conaultant—retainar.relacionships
imited resource groups involved in the fields
of health, housing, vocational skills and cooperative management .
The organization'’ financing did not resemble that of the typical
section 501(c) (3) organization. It had neither solicited nor
received any vol tary contributions from the public. The court
concluded that bedause its sole activity consiated of offering
consulting servicds for a fee set at or close to cost to
nonprofit, limit resource organizations, it did not qualify for
exemption ‘under section 501 (c) (3) of the Code.

In B.8.W
tiorganization
w/ith five or six

70 T.C. 1037 (1979), a nonprofit corporation that assisted
charitable organizZations in their fund raising activities by
providing financi planning advice on charitable giving and tax
planning to wealthy individuals was held not to qualify for
exemption under section 501(c) (3) of the Code because its tax




propose improveme
effectiveness of
edugate those in
financing health
- #%cational pu
» %% (e) (3) of the
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Section 502
tor the primary p
profit is not tax
are payable to one

ere a substantial nonexempt dctivity enabling
Provide commercially available services to

8 free of charge.

6-455, 1976-2 C.B. 150, a nonprofit

to encourage and assist in aestablishing
health data systems, to conduct studies and

8 with regerd to quality, utilization and
alth care and health care agencies, and to
ved in furnishing, administering, and
re was operated exclusively for scientific and
8 and qualified for exemption under section

the Code states that an organization operated
8e of carrying on a trade or business for
mpt on the ground that all of its profits

or more tax-exempt organizations.

tion of a tax exenpt organization may be

Section 1.5021-1(b) of the regulations provides that a
aubsidiary organiz

exempt on the gro

that the activities of the subsidiary are an

integral part of the exempt activities of the parent
organization. However, the subsidiary is not exempt from tax if

it is operated forl
buziness which wou

the primary purpose of carrying on a trade or
d be an unrelated trade or business if

regularly carried pn by the parent organization.

In Rev. Rul. be-41,'1978-1'c.ﬁ: 148, a trust created by a
hospital to accumulate and hold funds to pay malpractice claims

against the hospith

1 was determined to be an integral part

organization because the hospital exercised significant financial

control over the ¢t
required to make

st. This was because the trustee was
yments to claimants at the direction of the

hospital, the hospital provided the funds for the txrust and the
hogpital directed where the funds from the trust were to be paid.

Section 501 (e

of the Code provides that a cooperative

hospital service organization is treated as if it were exempt
wwier.section S01(c) (3) if it performs certain specific service
actlvities enumerated in the statute (g.g., "clinical® services).
Thease services must be performed for two or more exempt hospitals
and the organizatipn must allocate or pay, within 8-1/2 months
aftexr the end of the year, all net earnings to its membexs on the
basis of the servites performed for them. To qualify under

»
H

.
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saction 501(e), the services must be such that if they were
parformed by an t hospital, they would constitute activities
in exercising or performing the purpose or function constituting
‘the basis for the| hospital’s exemption. Therafore, implicit in
section 501(e) isgf the requirement that hospital service
organization must| also satisfy the community benefit standard of
Rev. Rul. 69-545,/ gupra. , _ '

, Saction 1.500L(e)~1 of the regulations provides that section
501 (e) is the excllusive and controlling section undexr which a
cooperative hospikal service organization can qualify as a
charitable organization., S

v » 450 U.S. 1 (1981), the Supreme
cooperative laundry organization that served
ng could not qualify as exempt under section
laundry services is not one of the activities
ion 501(e). :

In HCSC-
feurt held that
w=rempt organizati
»91(e) (3) becaus
enumerated in se

éxemption under gection 501(c) (3) of the Code. = The regulations
also provide that| an organization will be regarded as "operated
exclusively* for jone or more exempt purposes only if it engages
primarily in actijvities which accomplish one or more of such

@Xempt purposes cified in section 501(c) (3) of the Code. An

- organization willl not be so regarded if more than an - T e et e

insubstantial pant of its activities is not in furtherance of an
#xampt purpose. | - '

The promotiJn of health has long been recognized as a
charitable purpoqe. Whether a hospital promotes health in a
charitable manner is determined under the community benefit
‘standard of Rev. [Rul. 69-545, supra. This standard focuses on a
number of factorsg to determine whether the hospital benefits the
community as a whole rather than private interests. The
application of thHe community benefit standard to exempt hospitals
and.other exempt health care organizations was sustained in

oo Kentucky Welfare Ri : Simon, 506 F.2d 1278
426 U.8. 26 (1978);
., 71 T.C. 158

The Service |and the courts have recognized that the

Jpromotion of health includes activities other than the direct




1
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provigion of patient care. See Rev. Rul. 81-398, supra; Rev.
Rul. 81-276, ; Rev. Rul. 77-69, gupra; Rev. Rul. 77-68,

 Sypra; Rev. Rul. [76-197, supra; and Queens County PSRO, gupra.

However, an jorganization that merely promotes health,
~ without more, is mot entitled to recognition of exemption under

section 501(c¢) (3) of the Code. See Livipng Faith, Inc, v.
Commissioner, ra; and Federati
Comnissionex,

A nonprofit |jorganization that provides ordinary business
services for one lor more exempt health care organizations does
oot promote healtth in a charitable sense. See Rev. Rul. 70-535,
B4pra; Rev. Rul. [S4-305, supra; Rev. Rul. 69-528, gupra; Rev,
Rul. 72-369, ; Rev., Rul. 77-3, gupra; B.S.W. Group, Inc. v.
Lommissioner, ; and Chrigtian Stewardship Assistance, Inc.

By providing coordination, management and administrative
services for and [on behalf of your eight unrelated section
501(c) (3) member jorganizations, so that they can more effectively .
and efficiently liver health care services to poor and needy
individuals the gommunity, you are engaged in ordinary business

activities for these organizations that do not directly promote
health in a chaxitable manner,

Although prdviding services to unrelated tax-exempt health
care organizations promotes health, it does not promote health in

a charitable mander. See Living Faith, Inc,; Fedearation Pharmacy
Saxyices, Inc. . 1he services you gerform for these organizations
axe commercial gexrvices that faeilicate their performance of

their activities |in furtherance of their tax-exempt purposes.

Therefore, dince you provide no more than incidental
penefita to the dommunity as a whole, you do not satisfy the
community benefig standard of Rev. Rul. 69-545, supra.

While the development of a networked, management information
aystem that pe ts your members and other tax-exempt
organizations and governmental agencies to make referrals and to
coordinate the provision of social and clinical health services
to those in need|may be considered a charitable activity (gee
Rev. Rul. 76-455) supra), this is not your predominant activity.

Because you|have not established that a substantial portion
of your activities consists of the promotion of health in a
charitable manner, you do not operate exclusively for a
charitable purpoge. Seé section 1.501(c) (3)-1(c) (1) of the
regulations and. i a h v




. . « Therefore, You do not qualify for
eusamption under selction 501(c) (3) of the Code a8 a charitable
‘@rganization on thie bagig that you promote health.

In a r £

I
) Section 1.502r1(b) of the regulations establishes the
integral part doctrine for exemption, Under this principle, ‘an
crganization may darive exemption from a controlling exempt
oxganization if th subordinate organization is not engaged in an
activity that woulfl be an unrelated trade or busineas if the

activity were performed by the controlling organization. gee
i_;.gsz)m*&—k_e&u.ﬁsmm 191 P.2d 1018 (9th Cir.
1 » . .

Thus, for the integral part doctrine to apply, two .
rtguirements must satisfied: (1) the exempt organization must
exercise sufficient control and close supervision, based on all
the facts and Clrcumstances, to establigh the equivalent of a
parent and subsidiary relationship, and (2) the suboxdinate
entity must perfo "essential sexvices" for the exempt parent.

Undex the firgt requirement, in the absence of a direct
parant-subsidiary yelationship, the exempt organization from
which the subordi te organization seeks to derive its exemption
wust exercise sufficient control and close supervision, baged on
all the facts and ircumstances, to establish the equivalent of a
pParent and subsidi Ty relationghip under section 1,502-1(b) of
the regulations. Rev. Rul, 78-41, 8upra; Rev. Rul. 75-282,
1975-2 C.B. 201 (o ganization controlled by a conference of

- . .ghurches to providd member churches with mortgage “loans). The

facts and circumst cesd must demonstrate that the "parent®
orfranization exerc ses significant control over the subordinate’s
management and financial decisions. Where more than one exempt
Organization contrﬂ?s the subordinate, in order to egtablish the
requisite equivalent of a parent and subsidiary relationship, the
exempt organizations must be related to each other through common
ownership. '

i ‘ .

You are not cohtrolled by a single exempt organization or by
multiple related mpt organizations. Instead, you are
controlled by eight exempt organizations that are unrelated to
each other through kommon ownership. Therefore, you do not
Quaiify for exempti R under the integral part doctrine in section
1.502-1(b) of the r lations. Thus, it is not necessary for us
to consider whether you perform "essential services" for thesa

unralated organizations.
; ;

————
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apecifically enumérated in the statute and the regulations. Since

Baction S01(e) is exclusive meang by which a hospital gervice

organization may 1ify for exemption undexr section 501 (c) (3)
(e) -1 of the regulations and - e

service organization pProviding services other

cally enumerated in the statute does not

ion. ' :

You provide for your members are not the

) 1y enumerated in 8ection 501(e) of the Code or
in section 1.501(e) ~1 of the regulations. In addition, you do
hot meet the requi ements of gection 501 (e) (2) regarxding

.allocation or payment of net earnings. Therefore, under section
el (e), you do not; qualify as an organization that is treated as

exempt under sectiPn $01(c) (3).
; CONCLUSION
For the reasons stated above, you do not qualify for
exemption ag an o:%Enization described in gection 501 (c) (3) of
the Code and you st file federal income tax returns.

Donors may not deduct contributions to your organization
under section 170 4f the Code.
)

The Code and qhe regulations igsued thareunder require that
You file federal income tax returns. Based upon the financial
information- that you furnished, you should file returns on the
form and for the talx years indicated above within 30 days from
the date of thig ] ter with your key District Director for
exenpt organizatio matters, shown above, unless You request and
yeur key District rector grante an extension of time to file
the returns. You g uld file returns for later tax years with

those returns. '

3 in'efrect, adﬁg overruled the contrary decision in United
8p] . 776 (8.D. Ind.

. exryi Y. U.8,, 384 F.Su
19’1‘«%“ iiich ‘our ait:omey cited on page V of his letter dated
' N
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If you decidelto contest thir ruling under the declaratory
judgment provisionp of section 7428 of the Code, you must
initiate a suit injthe United States Tax Court, the United States
Court of Federal Claims, or the District Court of the United .
States for the District of Columbia before the 91st day after the
date that we mailefl this ruling to you. Contact the clerk of the
agpropriate court for rules for initiating suits for declaxatory
judgment. The fillng of a declaratory judgment suit under

section 7428 does t ‘stay the processing of income tax returns
and asseasment of any taxes.

_ In accordance|with section 6104 (c) of the Code, we will
notify the appropriate State officials of this action-

If you have apy questions concerning the reasons for this
xruling, please conpact the person whose name and telephone number
appear in the headfing of this letter. You should address
questions concerning the filing of returns to your key District
Director. '

In accordance| with the Power of Attorney currently on filg
with the Internal Revenue Service, we are sending a copy of thlq
letter to your authorized representative.

8incerely,

Marvin Friedlander

)
|
|
.

| Chief, Bxempt Organizations
Technical Branch 1

Marvin Friedlander™ = "™ ot




